Federal Reserve ease transmitted by
 Central banks set low policy rates.
 Global bond yields fall.
 Local currencies appreciate.
 Capital flows strongly.
 Dollar credit cheaper and more available.
Motivation
 When financing conditions ease, foreign currency and crossborder credit can serve as marginal financing sources in the lead-up to crises (CGFS, 2011; Avdjiev et al, 2012) .  Since 2009, banks and bond investors have extended a very substantial stock of US dollar credit to non-financial borrowers outside the US. This has relevance for the discussion of global liquidity and global monetary policy transmission.  We contribute to this policy discussion by analysing the links between US monetary policy, including unconventional monetary policy, leverage, and investor risk appetite to dollar credit extended to non-US borrowers.
US dollar credit to non-financial firms, households and governments Notes: Credit to non-financial residents in the United States from Federal Reserve flow of funds data, excluding identified credit to these borrowers in non-domestic currencies (ie cross-border and locally-extended loans and outstanding international bonds in currencies other than the US dollar). Dashed line plots credit to the government. US dollar credit to non-resident non-financial sector borrowers is the sum of outstanding dollar bonds issued by non-financial borrowers and cross-border and locally extended dollar loans to non-banks outside the United States. Outline of presentation  Description of offshore US dollar credit.
 Bank loans vs bonds.
 Residence of borrower.
 Declining importance of bank holdings of bonds.
 Role of US banking system and US bond investors.
 Analysis of drivers of offshore US dollar credit.  Bank loans.
 Bonds.
 US monetary policy, leverage (and controls).
US dollar credit to non-banks outside the United States
Broken down by instrument Figure 2A Outstanding stocks Year-on-year growth rate Fed funds, Libor, and Taylor-rule implied target rate Yield on 10-year Treasury bond and its term premium Notes: The plotted Taylor rule specification is taken from Hofmann and Bogdanova (2012) as the mean of Taylor rule rates for different combinations of varying inflation and output gap measures for i=r*+π+1.5(π-π* )+0.5y. An alternative simple Taylor rule takes the form i=r*+π+0.5(π-π* )+0.5y, where π is the inflation rate of the personal consumption expenditure (PCE) index and y denotes the output gap from the Hodrick-Prescott (HP) filtered trend. r* and π*, each set to 2%, represent the equilibrium real interest rate and the assumed target for the inflation rate. The ten-year real term premium is estimated using term structure models as the deviation in nominal yield from the sum of expected growth rate, expected inflation, and inflation risk premium.
Sources: Bloomberg; Consensus Economics; Haver Analytics; Hofmann and Bogdanova (2012); authors' calculations. Deviations of fed funds rate from Taylor rules and growth in offshore dollar bank loans 
Bank credit regression:
Bond market credit regression: Notes: All the variables enter in first-differences or in log-differences, expressed in per cent; the dependent variable persistency is controlled for via the lag term. a Fed funds target rate and rate implied by the Taylor rule using output gap and PCE inflation: i = r* + p + 0.5 (pp*) + 0.5 (y-y*); in first differences, per cent. Notes: All the variables enter in first-differences or in log-differences, expressed in per cent; the dependent variable persistency is controlled for via the lag term. a The ten-year real term premium is estimated using term structure models as the deviation in nominal yield from the sum of expected growth rate, expected inflation, and inflation risk premium. b Merrill Option Volatility Expectations Index of Treasury bond yields. c Feroli et al (2014) indicator of bond market sentiment based on first principal component of emerging markets, high-yield, investment grade, and MBS bond fund flows. d Sum of non-bank credit to private non-financial sector for 39 countries (excluding US), figures in local currency units have been converted into US dollars at current exchange rates prior to aggregation. e US dollar denominated international debt securities outstanding issued by non-resident, private non-financial borrowers; in per cent changes of stock outstanding.
Sources: Bloomberg, Consensus Economics; BIS international debt statistics; BIS locational banking statistics by residence; DBSonline; Federal Reserve Bank of New York; authors' calculations.
Offshore US dollar bonds and term premium compression on 10-year Treasury bonds Figure 8 Controlling for volatility using VIX Controlling for volatility using MOVE 02  03  04  05  06  07  08  09  10  11  12 13 Coefficient, term premium on 10-year Treasuries 90% confidence interval
LSAP1
Estimates based on 16-quarter rolling regressions. All the variables enter in first-differences or in log-differences, expressed in per cent; the dependent variable persistency is controlled for via the lag term. The ten-year real term premium is estimated using term structure models as the deviation in nominal yield from the sum of expected growth rate, expected inflation, and inflation risk premium.
Sources: Bloomberg; Consensus Economics; BIS international debt statistics; BIS locational banking statistics by residence; authors' calculations. All the variables enter in first-differences or in log-differences, expressed in per cent; the dependent variable persistency is controlled for via the lag term. a The 10-year yield gap is calculated as average 10-year yields (outside US) minus the yield on 10-year US Select time-varying impulse responses:
